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Introduction
It is conventional wisdom that the 1980s has been a period of economic reforms and fast growth in China. However, few people have realised the important role savings, and private sector savings in particular, has played during this process. In fact, China has been the top saver among the league of nations ever since the 1970s, with an average savings rate of 35 percent for the past quarter of the century. According to a recent World Economic Outlook (International Monetary Fund, 1995) China has overtaken the United States and Japan as the largest saver already by 1993, contributing to 16 percent of total world savings on the Purchasing Power Parity(PPP) basis 1 .
The market-oriented economic reforms began in the late 1970s in the rural areas with the aim of increasing productivity and improving the standard of living of peasants. It was not until the end of 1984 that the government decided to introduce major economic reforms in the urban regions. Altogether, the market-oriented reforms resulted in a rapid increase in productivity and output and on average in the standard of living. The growth process was, however, not regular but rather a stop-go cycle characterized by periods with extremely high inflation rates. Despite demand pressure and increasing inflation the Chinese government announced plans for a comprehensive price reform in June 1988. The knowledge of these plans along with the high inflation rate brought about a boom in purchases of durable goods financed by savings from previous years. Since household savings behavior may depend on the income level and the household's relative position in the income distribution this paper explores the relative importance of savings by lower, middle and upper income groups. 2 This study uses micro-data from the State Statistical Bureau's Urban Household Survey (UHS) for the period [1986] [1987] [1988] [1989] [1990] to examine savings behavior of urban households in the Chinese provinces Sichuan and Liaoning during the late 1980s. Liaoning is a coastal province in the north-east of China which had a population of 40 million people in 1990. Liaoning is characterized by relatively high degree of industrialization and urbanization. Approximately two fifths of the population lives in urban regions which include four out of 30 cities in China with more than one million non-agricultural residents. The more heavily-populated south-western province of Sichuan has a relatively low degree of urbanization.
Only two of the cities has a population above one million people, whilst the remaining 24 cities are medium-sized or small. This paper is organised as follows. Section 2 gives a review of the macroeconomic environment in the late 1980s, which will prove helpful in understanding savings behaviour at the household level. Section 3 describes the aggregate pattern of savings that emerges from the UHS data.
1 Some recent studies, including those by IMF and World Bank, have suggested that China's per capita GNP is 5-8 times higher on PPP basis than that indicated by its official exchange rate. 2 On this issue see Cole et al. (1992) . Section 4 explores different motives for savings. Section 5 focuses on the subsample of couples with a single child to control for the impact of demographic factors on savings, whilst Section 6 decomposes total savings with regard to various components. Section 7 studies the life-cycle aspects of savings behaviour of urban households in China. The last section summarises the paper and discusses briefly whether the high savings rate in China is likely to be maintained in the future. Finally, in Appendix A we provide basic information on sample method and coverage of the UHS.
The macroeconomic environment in the late 1980s
The economic reforms in China began in 1979, with the spontaneous implementation of the "Household Responsibility System" in some most backward rural areas. By the time this "bottom up" experiment was officially sanctioned in 1981, it had been adopted by 45 per cent of the country's production teams. The de-collectivised agriculture sector immediately registered an impressive growth, at a 6.6 per cent per annum during the period 1979-1985, contributing to almost half the acceleration in the annual growth rate of 9.5 per cent in GNP for the same period. The living standards of the Chinese people were raised markedly during this period, not only for peasant families as a result of a sharp increase in procurement prices and a dramatic growth in outputs of major agricultural products, but also for urban households.
Adjusted for price increases, per capita income for urban families rose at an average rate of 6.9 per cent between 1980 and 1985. With the substantial rise of industrial and agricultural production, the supply of consumer goods has become increasingly sufficient and the variety of goods greatly enriched. By 1985, the coupon system that had been practised for almost three decades, was largely abandoned, with the exception of grain and edible oils.
Visible achievements in rural reforms have given strong impetus to the introduction of urban reforms. However, the first set of reforms seemed to have exhausted any easy possibilities for an immediate improvement. The urban and industrial reforms from 1984, not least of the state industrial sector, have turned out to be far more intractable and less successful than the rural reforms.
The year 1985 saw an explosive growth in price levels in urban areas, 12.2 per cent higher than the preceding year as measured by the urban overall retail price index. This is virtually a historic high for the last quarter of the century, after the 'three years of hardship '(1960-1962) . Faced with widespread discontent, the leadership had to pursue a stabilisation policy to bring down the inflation rate by reining in investment. As a result, the urban inflation rate fell remarkably to 7.0 per cent in 1986. However, in 1987 the control over credit was relaxed and the inflation recurred. Although the coupon system was reintroduced for major non-staples in provincial capitals and other large cities to curb inflation pressures in September 1987, the urban inflation rate still reached 9.1 per cent on an annual basis. The demand pressures became pronounced in the first half of 1988, pushing the economy to the limits of its productive potential. At the same time, local authorities raised the prices of meats, vegetables, eggs and sugar in succession while granting price subsidies directly to the urban consumers. Despite the overheated economy, the central authorities announced in June 1988 plans for a comprehensive price reform. Inflation soared as consumers switched in panic from financial assets into durable consumer goods. For 1988 as a whole, the urban inflation rate went as high as 21.3 per cent. Faced with this crisis, the central government adopted a series of stabilisation measures which, although decided in the late 1988, was implemented in its full rigor only in June 1989, following the change in the leadership.
Inflation control became the most important policy goal for 1989. But the inflation rate remained high, at 16.0 per cent per annum, with the inflation of the preceding year contributing as much as 64 per cent.
The huge price subsidies have played a predominant role in smothering the explosion of inflation.
According to a study by the State Statistical Bureau, the retail price level would have been raised by another 30 percentage points in Shanghai had the price subsidies on grain, edible oil, vegetables, meats and eggs been removed. The anti-inflation policies finally proved to be successful in reducing annual inflation to 0.2 per cent as measured by the urban retail price index in 1990. But they have also lowered growth rates in GNP, from 11.0 per cent in 1988, to 4.0 per cent in 1989 and stayed comparatively low at 5.2 per cent in 1990. In short, China's economic growth in the reform era can be characterized by a stopgo cycle. The period we are studying, [1986] [1987] [1988] [1989] [1990] , may be roughly regarded as a complete economic cycle. The years 1986, 1987 and 1990 were more or less 'normal', with low inflation and a growth rate in GNP which is sustainable in the long term. For the remaining years, the economy were clearly overheating. Table 2 .1 outlines the price movement in forms of various kinds of price indexes during [1986] [1987] [1988] [1989] [1990] . Note that the first two columns will be used to convert current prices into fixed prices later in this paper. 
The pattern of savings in urban Sichuan and Liaoning
Relatively few studies on household savings in China have been published so far. Pudney(1993) used the non-parametric approach to test the life-cycle hypothesis for China, and Qian(1988) studied the household savings behaviour in China during the period 1955-1983, applying aggregate time-series data.
Measurement of savings
Savings are never measured directly, either in household survey data or in national accounts. In this paper, we shall follow the traditional approach of estimating savings as the residual between real disposable income and real total expenditure, each itself measured with error. The term "financial savings", or just "savings", will refer to the difference between household income and expenditure, whereas "total savings" refers to the sum of financial savings and expenditures on consumer durables.
When inflation is expected to hold on in the foreseeable future, expenditures on durable consumer goods may well be regarded as savings rather than consumption. It should be pointed out that it is not unusual to include the purchases of consumer durables in savings in studies of consumer behavior in the economic literature.
A household is defined to include all persons living in the same dwelling and having conmmon board. The main income variable of the UHS, total annual household income, includes all cash income received by the household during the year, but excludes sources of spending such as bank deposits withdrawn, money borrowed from relatives or friends, and repayment of debt by others. The predominant source of cash income in urban areas is wage earnings by employment in the state or collective sector. Other important sources comprise subsidies, pensions, income from secondary employment and income from self-employment. For further details of the income data we refer to Aaberge and Li (1997) who study the trend in urban income inequality in the late 1980s.
Structural shift in household savings
Since the People's Republic was founded in 1949, the Chinese authorities adopted the Stalinist style development strategy, which gave top priority to the establishment of heavy industry, partially because of defence concerns. Through the system of obligatory procurement of agricultural products, the infant industry had been secured by cheap raw materials. By keeping the wage level down, the labour cost was also under control. As a result, an increasing proportion of national savings was carried out by the sector of modern industry before economic reforms. The net financial surplus generated by the modern industry in forms of profits and taxes accounted for nearly 80 per cent of the national financial savings and 25.4
per cent of GNP in 1978. On the other hand, household financial saving amounted to merely 1.3 per cent of GNP for the same year 3 and the possession of durable consumer goods stayed at a very low level as a predictable consequence of the "low wage, low consumption" policy. The "Big Three" consumer durables in the 1970s were namely wrist watches, bicycles and sewing machines, which of all were rationed by "industrial coupons".
After being frozen for a decade during the Cultural Revolution, the wages of staff and workers were substantially increased to provide better incentives. As demonstrated by Table 3 .1 the average annual real wage for staff and workers were raised by more than 50 per cent during the period 1978-1986, irrespective of the ownership form of their work units. In the mean time, family sizes have also been steadily reduced throughout the period due to the introduction of the one-child policy. The urban dependency rate, as measured by dependents per urban employee, dropped from 106 per cent to about 77 per cent between 1978 and 1990. Accordingly, household savings grew at a phenomenal speed. The total urban saving deposits by the end of 1990 were 32.5 times higher than they were twelve years ago. This corresponds to an annual increase of 25.4 per cent in real terms. However, the most remarkable change took place in the field of household possession of consumer durable goods 4 . Table 3 .2 indicates the changes in the urban household possession of selected durable consumer 5 goods throughout the 1980s for Sichuan province. The expenditures on major durables usually accounted for a sizeable proportion of the household annual income. While necessary goods are heavily subsidised by the government, major consumer durables on the other hand, have often been used as an effective means of recalling surplus currency out of circulation by the government to ease inflation pressure 6 . The production of household electric appliances became so profitable that hundreds of production lines were imported in just a couple of years. In 1988, special "consumption tax" and "business tax", which could amount to 20 per cent of the value, were imposed on the sale of Colour TVs and refrigerators, on top of the ordinary retail taxes. This proved to have very little effect on consumption demands. The special taxes were finally abolished in 1990 as demand fell short of supply in the market of consumer durables. TVs and refrigerators. Thus, for ordinary households it was impossible to make the purchase of these durable goods without any beforehand savings or any forms of commercial credit.
Motives for savings
Until the late 1980s, there were virtually no access to commercial credit for ordinary Chinese families.
The only source of a loan is from friends and relatives, usually in the absence of any interest paid.
However, this was constrained by traditional conservative attitudes toward borrowing. It is therefore natural to assume that household savings, the most important of which in the form of bank deposits, will play an important role in acquisition of consumer durables. Our hypothesis is strongly supported by The gradualist aspects of China's reforms made its transition to a market-oriented economy different from the pattern ("Big Bang") that has been widely advocated for Eastern Europe and the former Soviet Union. The transition is far from complete as there are still many problems unsolved. One of the most important issues is the establishment of a modern social security system. The traditional enterprise-based labour insurance system remained essentially unchanged throughout the 1980s. One should be very cautious in judging the living standard of urban Chinese households by merely studying the monetary wage bills which may not reflect the real income. Through the system of the permanent residence registration (hukou), urban households were provided guaranteed employment, access to rationed essential consumer items, and eligibility for an enterprise (danwei)-based labour insurance system that included health care, housing, retirement, and disability provisions. Minimum nutritional intake, shelter, basic health care and universal primary education were generally achieved in urban areas even in the pre-reform era. With the absence of substantial income inequality, the vast majority of Chinese households were provided a guaranteed living standard, which is reflected by China's favourable rankings for many socio-economic indicators among the low-income countries. Aaberge and Li (1997) heavily subsidised by the state government. Practically no one saved for housing. Close to 90 per cent of the households in both provinces live in dwellings provided by the employing unit at very low costs. The others rent privately or own dwelling themselves (see Bjerkholt & Zhu, 1993) . In contrast to the rural areas, where farmers face increasingly larger investment opportunities, primarily in housing and means of production, urban residents had very few investment objects available. Moreover, the nominal interest rate has been kept low as the consequence of the institutional arrangement, therefore making real interest rate negative or slightly positive in the late 1980s. This in turn, provided very little incentive for any long-term household savings. In fact, durables were commonly viewed as a tangible store of value for the depreciating currency, i.e. purchases of durables were regarded as investment rather than consumption by conventional wisdom.
It is also common practice in China that parents bear a considerable proportion of children's wedding expenses. Thus, savings for children's marriages might be viewed as another major motive for household savings in addition to target savings for purchases of consumer durables. However, this is indirectly connected to expenditures on consumer durables, as most of the wedding expenses are often spent on furniture and major electric durable goods such as colour TVs and refrigerators, which are usually viewed as necessities by the younger generation.
Purchases of durables will be financed by current income surplus, and eventually by a reduction in the stock of spotcash, none of which bears interests. When that proves to be inadequate, which is often the case, the balance has to be covered by the bank savings from previous years, or from another perspective, dissavings from the current year. Indeed, roughly 40 per cent of the panic purchases of consumer durables in 1988 were financed by withdrawal from saving deposits. For those who did make purchase of major consumer durables (see the right column for each province in Table 4 .1), the withdrawal of deposits played an even more significant role, accounting for almost 55 percent and 60 percent of expenditures on durables for Sichuan and Liaoning, respectively. The contribution from current income has dropped to one third in both provinces. More than 85 per cent of households in each province had to finance their purchases of major durables in the form of withdrawals of bank deposits.
Households who did not count on withdrawal of deposits in order to make major purchases on durables, had significantly higher mean incomes, amounting to 5320 yuan for Sichuan and 5726 yuan for Liaoning. Tables B1 and B2 i Appendix B) present mean annual savings and expenditure on durables by income decile groups for both provinces in the late 1980s. Financial savings which seemed to be at a relatively high level in 1986, declined in the following years which were characterised by high inflation, but it made a strong come-back towards the end of the 1980s. However, the variation in savings became much less volatile when we looked at 'total savings', defined as the sum of expenditures on durables and financial savings. The results show that low-income households tend to spend a relatively higher proportion of their income on purchases of durables while rich households contribute most to the financial savings in both absolute and relative terms. This is likely to reflect the low initial stock of durables of the poorer households and the limited consumption opportunities (forced saving) for the more well off families. It is also worth noting that all decile groups in both provinces reported dissavings in 1988, when almost everyone believed that it is better to store family wealth in consumer durables rather than putting them in a bank account. Mean expenditure on durables
The pattern of savings for couples with one child
As a result of the "one-child policy" that has been rather strictly enforced in urban China since 1980, couples with one child have become a predominant urban household type. The pure type of couples with one child less than 18 years old accounted for roughly half of the population of urban households in 1990.
It is clear from Figure 4 .1 that the savings-income ratio for couples with one child is lower than that for the total population, with the only exception for Liaoning in 1988. On the other hand, couples with one child spent on average higher proportions of income on durables during the five-year period for both provinces. Therefore, when we apply the concept "total savings" by summing up financial savings and expenditures on consumer durables it is no longer evident that couples with one child saved less than others. Table 5 .1 compares possession of major consumer durables between couples with one child and other family types. Note that the major electric appliances are divided into two subsets in Table 5 .1. With the only exception of cameras for Sichuan, couples with one child have a higher ownership level of the first subset of durables than the reference group. The second subset of durables, of which couples with one child have a much lower ownership, happened to be inferior goods. Like everywhere else, people will turn to ready-made clothes when they are more well off.
Figures 5.1 and 5.2 (see also tables B3 and B4 in Appendix B) offer an opportunity to look at the profiles of savings and purchase of consumer durables by income for a homogeneous household type.
As suggested by economic theory, the savings rate rises as income increases. But this relationship is not straight away supported by Figures 5.1 and 5.2. It seems that even the poorest families could manage to make the ends meet. It is often the 4th or 5th income decile that recorded the highest dissaving rate. Low savings rates tend to be accompanied by high proportion of expenditures spent on durables, and extremely low savings rates are always accompanied by extremely high expenditure on durable-income ratios. Apparently, we would have found a much more stable (proportional) relationship between savings and income if we had chosen the alternative definition of total savings given by the sum of financial savings and expenditures on consumer durables. 1986 1987 1988 1989 1990 Mean expenditure on durables 1986 1987 1988 1989 1990 Mean expenditure on durables
Decomposition of savings
Data for household (financial) savings are not readily available in UHS. The construction of savings data and its composition is based on the following identity:
Spot Cash(year beginning) + Real Income + Withdrawal and Debit-Credit Income = Real Expenditure + Expenditure on Loans + Spot Cash(year-end)
Therefore
Savings = Real Income -Real Expenditure = Increases in the stock of spot cash + (expenditure on loans -withdrawal and debit-credit income)
Savings is defined as the difference between annual real income and annual real expenditure. Thus, savings and dissavings can be further decomposed into increases in the stock of spot cash and differences between expenditure and income of various credit categories. The results are displayed in Other savings ( cash for the purpose of transaction is rapidly increasing or alternative cost of holding cash is not very high. It is noteworthy that bank deposits appear to be the dominant type of savings for those who do save. In a 'normal' year, this will account for 60 per cent of total saving. In the years when inflation ran out of control (1988) (1989) , people responded by reducing the share of deposits in total savings to 40-50 per cent while increasing the shares of cash and more risky assets. When the situation returns to normal (1990), the share of deposits recovers to its original position. This is likely to be a reflection of lack of investment objects for individuals in China. For those who need to run down wealth to supplement current consumption, withdrawal of bank deposits may prove to be even more important, often accounting for 90 per cent of total dissavings. The second most important source of dissavings is borrowing, which are reflected by the negative 'repayment of loans' in Figures 6.1 and 6.2.
Impact of demographic factors on savings
The life-cycle hypothesis suggests that an individual's propensity to save varies with age in such a way that the life-cycle comprises of a low-income, low wealth phase in early adulthood, followed by rising earnings and wealth accumulation in mid-life, and completed by a phase of low income and dissavings in retirement. Although longitudenal data is required for testing the life-cycle hypothesis crossectional data may be used as basis for examening whether the age-profile of the savings pattern is consistent with the life-cycle hypothesis. Table 7 .1 presents mean savings, expenditure on durables and income, as well as size of households by the age of head of households for Liaoning province. Sichuan province displays an almost identical pattern, and is thus omitted to save space. Table 7 .1 shows that people did not start to save until their mid-forties. The savings rate then increased steadily with the age of the head of the households, and peaked at the age of late fifties. It began to fall with retirement, but still remained positive for the rest of the life-cycle 8 . It is clear that people over 60 had significantly lower income. This is not surprising though, as a retired worker usually receives a pension of between 60 and 80 percent of his last wage bill, plus some price subsidies which often lags behind the pace of inflation.
Unfortunately, the UHS does not contain any information on household wealth. Nevertheless, it is still possible to outline the life-cycle pattern of household savings in urban China. Young cohorts on average spend more money on purchases of consumer durables than any other age cohorts, and as a result have very little financial savings. This is in line with our hypothesis of target savings for purchases of consumer durables. If target savings is the single most important motive for young cohorts, then savings and dissavings will tend to offset each other when individual households are aggregated. In contrast, middle-aged cohorts spend much less on durables although their income are 20-30 per cent higher. Figures 5.1 and 5.2 demonstrate that this is not a result of high initial stock of durables for this group since couples with one child have a higher ownership level of most durables than others. The high savings rate may well reflect motives other than target savings, such as children's education cost, supplements for the future public pension, and perhaps most important, children's wedding expenditures.
The estimates for savings of pensioners may be less reliable, as relatively few households fall into these cohorts. The small but positive savings may be best explained by a strong precautionary motive.
Our finding seemed to contradict the classical version of the life-cycle hypothesis, which implies a higher savings rate among younger cohorts. This result emphasizes the importance of taking the dynamic aspects of the Chinese economy into consideration when the life-cycle hypothesis is subject to testing based on Chinese household data. In an economy where real wage and real per capita consumption grew by an average of 4.0 and 5.8 per cent per annum in urban areas for more than one and a half decade, it is hard to imagine that consumers will not form rational expectations about that increase in their future income and adjust their consumption and savings behaviour accordingly.
Summary and discussion
The purpose of this paper has been to provide a broad descriptive overview of household savings in urban China for the 1986-1990 period based on data from the State Statistical Bureau's Urban Household
Survey. The late 1980s is characterized by economic reforms, rapid growth and periodically extremely high inflation rates. The strong motives to switch from financial savings to purchase of durables caused by hyperinflation appear to be consistent with the structure of the observed data. We have shown that the motives for savings were rather monotonous and that target-savings for future purchases of major consumer durables clearly singled out. Expenditures on durables were highly negatively correlated with financial savings, which indicates that it may be appropriate to include it as part of total savings. There is also a distinctive generation gap with respect to the readiness to save, as the young generation will expect a much higher life-time income than their parents so long as the current trend in economic growth continues.
One interesting question emerges. Could the high savings rate in China be maintained in the future? Most economists seem to agree that China's economy is likely to grow at a relatively fast pace at least for the near future. Numerous empirical studies have suggested that there may be a virtuous circle between growth and savings; increases in growth raise the savings rate, which in turn feeds back to increase growth. The termination of life-time employment will almost certainly induce more precautionary savings. The current pension and housing reforms are also likely to work in favour of high savings rates in the coming years. However, there are many factors that may affect savings in the opposite direction. Most importantly, deregulation of the financial market will allow Chinese consumers better access to credit and thus reduce target savings. Changes in demographic and cultural factors may also reduce savings rate in the long run. The ageing process of the population will accelerate in early next century as a result of the family planning policy. As the dependency ratio increases, savings rate will inevitably decline if other things remain unchanged.
Appendix A

Sample method
The State Statistical Bureau's Urban Household Survey is an annual survey of non-agricultural households living in cities and county towns. The survey covers all provinces, but in this paper we restrict to analysing the microeconomic data from the provinces of Sichuan and Liaoning for the years 1986-1990.
The Urban Household Survey (UHS) was initiated in 1955, but was suspended from 1966 to 1979 as a consequence of the Cultural Revolution. Since the re-establishment in 1980 the UHS has been reorganized and extended several times. The major extension took place in 1984 when the survey expanded both in coverage and content. For further information on the history of the UHS we refer to Bjerkholt and Zhu (1993) .
A particular attractive feature of the UHS is its continuity in recording the income and consumption data and possession of major durable goods. Each household is keeping daily records of its cash income and its consumption quantities and expenditures for monthly collection by survey officials. 9 11,4 -12,9 24,7 -20,5 32,3 -13,0 10,8 5 4,5 8,6 10,9 3,5 -9,1 24,7 -6,6 20,3 0,2 10,2 6 -3,2 14,4 5,9 9,9 3,8 17,5 -6,0 23,9 2,5 13,0 7 4,5 7,8 -10,6 24,3 -9,8 25,5 -0,1 18,9 -3,6 18,7 8 7,5 9,6 6, 9 13,6 -4,8 22,9 -5,9 25,0 0,9 17 
